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Abstract
The primary capital of a community is deemed to 
be expert and adept manpower, particularly in the cur-
rent era. Nowadays, the upsurge of intense competition 
generated in markets and organizations has rendered 
manpower to be the vital and effective factor leading to 
the attainment of competitive advantage, the success of 
the organizations, and their superiority to their com-
petitors. In order to make plans, make their decisions 
more effective, and augment the efficiency of their de-
cisions, managers and investors are required to obtain 
information about the true value of human resources in 
their organizations. Regarding the paramount impor-
tance of the evaluation and measurement of manpower, 
considerable research, in the field of Human Resource 
Accounting, has been conducted so as to develop con-
cepts and methods of human resource accounting. This 
study seeks to delve into the significant impact of hu-
man resources on the advancement of the organiza-
tion, to present theatrical concepts of human resource 
accounting, and to investigate the obstacles hindering 
the implementation of human resource accounting. 
The results substantiate that the impediments pertain-
ing to the process of collecting human capital data for 
the report, the weak points and failings of the current 
accounting systems, and the absence of a comprehen-
sive model for appraising human resources are the ma-
jor influential factors obstructing the implementation of 
human resource accounting. 
Keywords: human capital, human resource ac-
counting, human resource reporting
Introduction
In the agricultural and industrial economy systems 
that were deployed before World War II, human capi-
tal was less important than today. At present, the world 
economy is moving rapidly towards a knowledge based 
economy. Since services provided in knowledge based 
companies require a high level of technology, so they 
must be provided by professional and trained personnel. 
Indeed, one of the distinctive features of the knowledge 
based economy refers to the human capital (including 
knowledge, skills and experience of individuals) that is 
more important than the physical capital (Flamholtz, 
1987). Therefore, the emergence of the knowledge-
based organizations and industries significantly changed 
the nature of wealth creation. These companies can cre-
ate market and value not due to physical assets but by 
their intangible assets. Managers today are experiencing 
an era where human capital is the real capital of organi-
zations. In other words, the leading organizations can 
just overtake the other organization by the help of smart 
and knowledge creator humans in the area of their up-
coming competitions and challenges (Haji Karimi, 
& Rahimi, 2011). The considerable research is done 
due to the increasing importance of human capital in 
the economy to develop the concepts and methods of 
human resource accounting that has been recognized 
as human resources accounting (HRA) (Flamholtz, 
1987). Christine and Kim (1995) during their research 
studies showed that capital expenditure on the one hand 
leads to a reduction in the company’s current cash flow 
and on the other hand leads to an increase in the com-
pany’s future cash flows. Since the value of the company 
is evaluated based on the assessment of its future cash 
flows, predicting the future state of the company sub-
stantially improved with knowledge of expendables, and 
it leads to increase the value of company. When com-
panies spend expenses to develop the manpower, these 
expenses have future benefits and should be reflected in 
the balance sheet as investment in assets’ sector that will 
ultimately lead to an increase in company value. While 
in traditional financial statements these expenses is re-
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flected in the profit and loss statement as the cost of the 
period. Companies that have heavily invested in the area 
of  human resources without reflection of its amount as 
an investment in human resources in the balance sheet, 
failure to provide necessary information in this regard 
lead to underestimation of the benefit of the next return. 
The lack of information related to human capital may 
lead to underestimation of the value of the company. If 
it is assumed that the human resources will lead to fu-
ture revenue, the need for increasing human resource 
information may be felt. In general, the main function 
of financial statements for external users, particularly 
investors and creditors is to provide information for 
evaluating the performance of business units and a basis 
for comparing the performance and financial position 
of business units. The traditional financial statements 
act weak in accomplishing this performance. One of the 
main reasons for the failure of the financial statements in 
performing the function is how to deal with human re-
sources (Hansson, 1997). Investors as users of financial 
statements need information about the value of human 
assets and changes of these assets during the financial 
period to make proper decisions of investment. Man-
agement of units as another set of financial information 
users’ needs such information for planning and control-
ling the human resources. Therefore, the incorporation 
of human resources accounting to the existing account-
ing system will not look unrealistic in the not too distant 
future. (Gholami, 2007).
Human resource accounting
In accounting, it is tried to pay more attention to 
the role of human resources in organization through hu-
man resource accounting (HRA). Different definitions 
of human resource accounting are provided by different 
scholars. Human Resource Accounting Committee of 
Accounting Association of America in 1973 is defined 
Human Resource Accounting (HRA) as the process of 
detecting and measuring human resource information 
and transferring this information to interest groups. In 
this definition it is suggested that the HRA is a tool that 
can be applied for the organization assets reporting in fi-
nancial accounting and management accounting. Pyle, 
Brummet and Flamholtz Stephenson and Franklin 
have defined Human Resource Accounting as the pro-
cess of identifying, measuring and providing informa-
tion on human resources to facilitate effective measure 
in the organization. Bromet et al have defined Human 
Resource Accounting as the process of determining, 
measuring and establishing relation between informa-
tion to facilitate effective measure of human resource in 
the organization (Sangladegi, 1975). Flamholtz (2002) 
states that human resource accounting involves ac-
counting for human as part of the organization assets. 
In fact, human resources accounting is an attempt to 
identify and report the investment in manpower that 
expected to create benefits in excess of ordinary inter-
ests for company in future. Based on this definition, the 
manpower of each organization should be reported as 
asset in the context of the financial statements that ex-
pected to enhance the future profitability of the com-
pany by improving the production and providing goods 
and services. Flamholtz believes that if human resources 
accounting can demonstrate that the improvements in 
human resource management process leads to increase 
the profitability, management will use the human capi-
tal implications to enhance the decision making. Flam-
holtz has considered three main goals for the HRA: 
1) Providing objective information about the to-
tal cost and the value of the human resources of the 
organization, 
2) Providing a theoretical framework to guide 
decisions regarding the human resources of the or-
ganization and 
3) Directing decision makers’ interest towards the 
human resource (Flamholtz, Bulen, & Hua, 2002).
The evolutionary process of human resource ac-
counting
The history of human resources accounting is pro-
posed in this sector for more familiarity with human 
resources accounting and introducing the experts’ 
views toward the importance of the human resources 
in the organization. The evolutionary process of hu-
man resource accounting is studied in five stages:
1960-1966 inference of the basic concepts (pri-
mary) of human resource accounting
1967-1970 academic basic researches formation 
to develop measurement models
1971-1977 enhancement of interest towards hu-
man resources accounting  1980-1978 reduction of 
interest towards human resource accounting in the 
level of organizations and universities
1981 till now, renewed interest towards human 
resources accounting in international level
The first stage (1960-1966): The interest to the 
human resources accounting began in this period. A 
number of theorists such as Scott (1925) and Peyton 
(1962) have supported the idea of considering human 
resources as its asset and valuation. Also, organiza-
tional psychologists like Likert believed that human re-
sources were considered to be in default as the valuable 
resources of organization. Hermanson (1964-1986) 
Social science section
2251 Openly accessible at http://www.european-science.com 
presented a model for human resource valuation to 
financial reporting of external organization. Herman-
son’s work was useful for development of HRA in the 
next step. (Flamholtz, Bulen, & Hua, 2002)
The second stage (1967-1970): The second stage 
coincided with the formation of university researches 
to develop and evaluate the validity of the historical 
cost determination model and the value of human re-
sources. In this period, researches were conducted to 
determine the current and future applications of hu-
man resource accounting as a tool for managers and 
financial information users. In this period researches 
were conducted for the development of the HRA at 
the Michigan University. In early 1967, research team 
including Likert, Bromet, pile and Flamholtz has 
conducted plans to develop the HRA concepts and 
methods. The result of this research was published by 
Bromet and colleagues (1968) which was one of the 
earliest efforts in the area of HR measurement. In this 
article, the term human resource accounting was used 
for the first time. They investigate the objections re-
lating to the expense of human cost considering as an 
asset rather than its calculation. The effect of human 
resources accounting on management was evaluated 
in another article that was published in the same year 
by Bromet. (Flamholtz, Bulen, & Hua, 2002)
The third stage (1971-1977): The interest to the 
HRA substantially increased in the organization lev-
el. In this period a lot of researches were done for the 
application of theoretical interest in the organization 
level. Tomassini (1974) in a research showed that the 
HRA data can be effective for management decisions 
related to the employees’ prioritization including 
withdrawal and selection of employees in the selec-
tion and action level. Flamholtz (1979) conducted a 
research to study the effect of figures related to the 
value of human resources on official accountants’ 
decisions. The results of this study showed that sta-
tistically there is a significant difference between the 
decisions based on figures calculated according to the 
traditional methods of personnel selection and fig-
ures based on the value of human capital including 
monetary and non-monetary items. Lombardi and 
Flamholtz (1979) found that the results of the deci-
sions taken on the basis of traditional figures will be 
different of the decisions taken based on the HRA in-
formation. In addition, there is no difference between 
monetary and non-monetary items of HRA. In this 
period Flamholtz (1971-1972) presented a model 
that accordingly the value of individual is based on 
the services that will provide to the organization in 
the future. Also, Flamholtz in 1974 published a book 
entitled “Human Resource Accounting”. (Flam-
holtz, Bulen, & Hua, 2002)
The fourth stage (1978-1980): The interest to the 
HRA reduced during this period but did not disappear 
entirely and valuable activities were done with regard 
to the HRA during this period. Flamholtz and Ansari 
(1978) proposed the use of HRA as a tool for manage-
ment. One of the reasons for the reduction of interest 
to the HRA was that the previous preliminary studies 
that were conducted in relation to the HRA were easy 
while the remaining studies were difficult. In addition, 
the implementation of the necessary studies for appli-
cation of HRA required the interest and cooperation 
of organizations. However, since the implementation 
of these studies required spending a large amount of 
expenses and there was insufficient certainty in rela-
tion to its benefit toward the expenditure, organiza-
tions were not willing to implement it. (Flamholtz, 
Bulen, & Hua, 2002)
The fifth stage (1981-present): In 1981, the inter-
est in the HRA increased once again. Studies were 
conducted to develop and apply the HRA during 
this period. For example, the Marine Management 
Organization of America decided to use the HRA 
methods to manage its own human resources. Dur-
ing this period, in many countries, the industrial 
economics that the focus was on physical assets had 
changed to the modern industrial economy in which 
the intellectual capitals were emphasized rather 
than the physical assets. In such circumstances, the 
future success of the organizations was affected the 
intellectual capital rather than the physical capital 
(total human capital and intangible assets). There-
fore, organizations should pay more attention to 
human capital development. In 1995 the Scandia 
Company that was the largest insurance and finan-
cial services provider in the Scandinavian countries 
was presented the first report on intellectual capital. 
During this period, companies like Intel and Micro-
soft were formed that were a symbol of a new era. 
In these companies human resources have more im-
portance than the companies in the industrial econ-
omy period. (Karami, Hasani Azar, 2007) However, 
unfortunately, the accounting is not able to respond 
to changes in the existing conditions. Now, ac-
counting is based on the condition of the industrial 
economy in which the physical assets were in the 
spotlight. While in the present era companies need 
information through that can continuously evalu-
ate individuals’ skills and abilities. This information 
providing tool about the human capital is the same 
HRA. (Flamholtz, Bulen, & Hua, 2002)
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Human capital and its position in the or-
ganization
The importance of human’s role in the develop-
ment of societies and the role and position that must be 
entrusted to him in this way have been the prominent 
issues in the social and economic literature. Despite 
the earlier periods that the manpower was as a factor 
in the production factors ring, in the present era the 
human-centered is located in the position of a devel-
opment theory. In the previous viewpoint, the physical 
capital factor has had a central role and manpower has 
played the lower role and even the labor supply is as-
sumed to be unlimited. But gradually human achieves 
a higher status compared to the physical capital by pro-
posing issues such as the efficiency, skill factors and ne-
cessity and safety of the workforce and with extension 
of theories in the area of development and capabilities 
of human resources. Even in the last decade human-
centered was raised as a dominant approach in the de-
velopment (Mahmoudi, 2007). Human capital is the 
only factor of production that has the ability to create 
new products and improve production processes. Hu-
man capital is the cornerstone of the knowledge soci-
ety that can be defined as follows: “Knowledge, skill, 
competencies and attributes that can be collected in 
individuals and make the personal, social, economic 
achievement easy.” Researchers have identified com-
ponents of human capital as follows: 
Capabilities: refers to the ability of individuals to 
perform tasks that include both capacity and com-
petence to do the work and to get the opportunity 
to do the work. Capacity refers to what people can 
do and opportunity points to the available options to 
individuals for gaining personal or financial reward 
through their work capacity. 
Capabilities = Capacity * Opportunity
In the above framework, individuals’ skills and 
knowledge are considered as a simple reserve of hu-
man capacity. What is important is how to use these 
reserves. The emphasis of organizations on human 
capital is based on the view that the market value 
of organizations less depend on tangible resources 
and more depend on the intangible assets particu-
larly human capital. Organizations must raise the 
organizational learning and increase their employ-
ees’ skills and capabilities by encouraging them to 
learn and make an environment by their supports 
in which knowledge is created, shared and used 
and create a dynamic environment for continuous 
learning. (Kurdistani, 2009)
Human resource valuation methods
Historical Cost Method
The concept of historical cost of human re-
sources is derived from the viewpoint of historical 
cost in accounting that is defined as lost resources 
to gain the desired benefits or services. This theory 
is based on the accepted accounting principles. The 
historical cost of human resources includes invest-
ments that were directly taken place by organiza-
tion for Human Resources education. These invest-
ments are usually in the form of expenses related to 
employment, selection, training and development 
of manpower. In other taxonomy the historical cost 
of human resources can be divided into direct and 
indirect cost. Direct costs are the costs that are di-
rectly traceable to the desired source or activity. 
Indirect costs include expenses that should be allo-
cated based on the appropriate assumptions to the 
interest earned between activities. In order to mea-
sure human resources the expenses occurred in rela-
tion to the manpower of company should be consid-
ered as an investment and to be depreciated over the 
useful life of investment. If an employee leaves the 
company before the complete depreciation of this 
investment, not amortized remained is recognized 
as loss. (Marin, 1981)
Replacement Cost Method
Replacement costs include expenses related to 
displacement, education and development of avail-
able human resources. In the replacement method 
an estimate of the direct expenses associated with 
the employment and familiarizing and training of 
employees to the desired posts and also an estimate 
of the indirect expenditure are done. (Marin, 1981)
Compensation Method
In economic theories, it is believed that the 
sources are valuable because they are able to cre-
ate future services. Therefore, the value of human 
resources can be defined as the present value of 
future expected benefits. However, the utilization 
of this value by company depends on the health of 
employees and their relationship with the company. 
The problem of the company’s human resources 
evaluation is complicated due to the uncertainty to 
the period that the employees remain in the com-
pany. The complex mathematical methods should 
be used to consider this uncertainty of evaluation 
models. Lev and Schwartz contribute a lot to hu-
Social science section
2253 Openly accessible at http://www.european-science.com 
man resources accounting by introducing the con-
cept of economic value of human resources. In their 
model employees’ salary was used as a replacement 
for determining the economic valuation. They con-
sider the value of employees equal to present value 
of their earnings during the period of activity in the 
company. To achieve this value, they assumed that 
employees remain in the company until retirement. 
Their mathematical model was as follows.
(1 )
r
t
t r
T r
IV r
d −=
=
+
∑
In this model:
V
r
 The value of individual human capital with r 
year of age
I
t 
: An annual income of individual before retire-
ment
t-r: The time interval until retirement 
d: The discount rate for certain individual in the 
organization
T: Age of retirement
t: End time of activity that the person may be 
retired or dead that its probable amount to be deter-
mined (Marin, 1981).
Economic Value Method
Lev and Schwartz (1971) considered the eco-
nomic value of an employee as the present value 
of the employee’s income during its useful life and 
adjusted their models (work compensation method) 
in terms of the death risk of employee. (Etemadi & 
Shahriari, 1997) This theory is based on the capi-
tal value theory. According to Irving Fisher’s theory 
“capital in concept of the capital value is the dis-
counted value of future earnings” their model is as 
follows:
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In that:
E (VR): The value of individual human resourc-
es with r year of age
I
t 
: An annual income of individual before retire-
ment
R: A discount rate
T: Age of retirement
Pr(t): The survival probability
t: Individual’s age at any time
r: The current age of the individual (Hassan 
Ghorban, 1998)
Multiplier Method
According to the Multiplier theory, the value of 
human resources is equal to the difference between 
the total value of the company and the value recorded 
in the offices of company. In this calculation adjust-
ment does not take place for the intangible assets 
such as, lock, royalty, the dependence rate of cus-
tomers and the value of long-term contracts. In this 
method the value of the coefficients is the basis of cal-
culation. In this method the dependence rate of the 
individuals to the company and expected productiv-
ity of company from their services are determined as 
an optional coefficient from 0 to 2.5. Additionally, in 
this method employees are classified in four classes of 
higher levels management, mid-levels management, 
supervisors and employees (Hassan Ghorban, 1998).
Flamholtz model
Studies of Flamholtz is the legal standard for valu-
ation of human resources that the displacement of 
employees in organizational positions is shown and 
it is expected that each employee provides a certain 
amount of service to the organization over specific 
time. According to the possibility of achieving each or-
ganizational position by each employee, his expected 
services are calculated by the following equation:
1
( ) Si P(Si)
n
i
E S
=
= ∑
In which:
Si: refers to the expected services of each em-
ployee
P (Si): is the possibility of achieving the certain 
organizational position by each employee
Services that each individual provide to organi-
zation determine his value in the organization. Ac-
cording to the Flamholtz model, the monetary value 
of services can be provided in two ways: in the first 
case the amount and sum of services are determined 
and in the second case the expected profit from the 
provided services is calculated. Then, in order to 
calculate the present value, the sum of expected ser-
vices is discounted (Marin, 1981).
Human Resources Reporting
Financial reporting is a means through which in-
formation about the financial status of the company will 
be offered to shareholders, current and potential inves-
tors of company, creditors and other users. Currently, 
expenses related to Human Resources in financial ac-
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counting are considered as the period expenses that in 
the case of gains and losses will be deducted from the 
net profit of company. While these expenses are the as-
sets of future benefits and should be proposed as assets 
in the balance sheet of the company. There are a lot of 
obstacles and difficulties in relation to human resources 
reporting on the balance sheet (Flamholtz, Bulen, & 
Hua, 2002). Reporting of human capital can be defined 
as a company reporting system that provides informa-
tion on the knowledge, skills, abilities and motivation 
of employees. A comprehensive reporting enables the 
recipients of this information to gain better visibility to-
ward the characteristics and potential power of the hu-
man capital. Hence, human capital reporting facilitates 
the assessment of the company’s position in the mar-
ket and a detailed assessment of the potential power of 
company for value creation. Human capital reporting 
can cause to the company’s reputation because report-
ing of the human dimensions are related to the other 
social activities and disclosure of the social information. 
Since the company’s relationships with employees has 
gained great importance and is frequently considered 
by community members, human capital reporting can 
improve the image and reputation of the company 
through targeted communication with key stakehold-
ers (Hasas Yeganeh, Rahimiyan, and Tavakolniya, 
2013). Although, there are several models for measur-
ing the historical cost and value of human resources, 
human assets measuring are subjective and depend on 
personal thoughts in this method. One of the reasons is 
that the company is not the real owner of its manpower 
because there is the possibility of manpower changing 
during the company’s activity. However, this problem 
is removed by estimating the possibility of employees’ 
death and leaving in value-based models. However, the 
possibility to take advantage of these value-based meth-
ods decrease since the financial statements are in ac-
cordance with the accepted accounting principles and 
are prepared based on the objective and historical data. 
The reason that the accepted accounting principles 
support the objectivity, reliability and impartiality as 
the qualitative characteristics of financial information 
is to enhance the comparability of financial reporting 
among the business units. Appling the methods based 
on the estimation and personal judgment reduces the 
comparability of financial statements. Although us-
ing the cost expenses approach related to the human 
resources instead of its reflection as an asset increases 
the degree of objectivity and reliability of financial re-
porting, it may reduce the relevance of information 
for decision making. Therefore, it can be said that al-
though HRA-based criteria involve the subjectivity in 
valuation, they are very concerned to the real needs of 
investors (Flamholtz, Bulen, and Hua, 2002).
The causes of lack of human resource accounting 
implementation 
- The complexity of human resource measure-
ment models makes its understanding difficult by 
managers of organizations.
- Involving the subjective indicators in the valu-
ation models that significantly reduce the objectiv-
ity of these models.
- High costs of human resources accounting im-
plementation - The difficulty of information gather-
ing on human resources
- Ambiguity of relationship between human re-
sources accounting costs and its future benefits in 
the company 
- Lack of knowledge of managers, accountants 
about human resource valuation methods
Recommendations of the study 
- Professional accounting communities should 
determine criteria for Accounting Standards codifi-
cation for Human Resources Reporting. 
- In the Graduate Studies period, the course en-
titled Human Resources Accounting to be included 
in order to familiarize the students with the human 
resources accounting methods
- Encouraging the academic communities to 
conduct a more thorough investigation and also en-
couraging organizations to apply relevant methods 
to measure the value of human resources to provide 
Human Resources value in financial reports
- Conducting the fundamental researches in 
order to remove existing limitations in human re-
source valuation models to determine the true value 
of human resources that have adequate reliability for 
presenting in the financial statements.
- Due to the lack of knowledge of the business 
unit managers on human resource accounting sys-
tem, courses should be held by Stock Exchange 
Organization for managers of accepted companies 
in Stock to familiarize them on objectives and func-
tions of human resource accounting system. 
Conclusion
Due to the increasing importance of manpower 
role in the development and promotion and achieve-
ment of organizations’ goals, management requires 
a comprehensive system for determining the value 
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of services provided by manpower. Because acquir-
ing precise and accurate information about human 
resources expenses and the effectiveness rate of 
these expenses can play an important role in attract-
ing resources and development and improvement of 
organizations. However, the accounting systems are 
not able to measure the value of human resources 
and provide financial information about the orga-
nizations’ human resources. Failure to report the 
value of human resources leads to make inappropri-
ate decisions by managers of organizations. Human 
Resource Accounting proponents have proposed 
objections to the accounting standards in relation 
to the negligence in providing useful information 
to management and investors. Human resources 
accounting systems is the most important tool that 
can provide useful information in the field of human 
resources. Human resources accounting includes 
useful and effective functions to users of reports and 
financial statements in order to provide adequate 
and reliable information about the value of human 
resources of the company. Objections are entered 
by the models toward the monetary evaluation of 
human assets due to the complexity of manpower 
evaluation methods that make its understanding 
difficult and low reliability of them due to the influ-
ence of the estimated parameters within the models. 
Therefore, fundamental studies should be done to 
modify the objections of measurement models in 
order to reflect the human resources in the financial 
statements accurately and objectively.
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